
 

 

 

Annual Versus Biennial Budgeting in the 50 States 

ISSUE 

During the past 50 years about half the states have shifted from biennial budgeting to annual 
budgeting.  Forty-four states practiced biennial budgeting in 1940.  Only 20 do now, and at 
least half of them carry out a thorough review of their budgets before the second year of the 
biennium.  In the 1990’s a few states have shifted back to biennial budgeting or are 
considering the shift. 

AFFECTED AGENCIES 

All State Agencies 

CODE AUTHORITY 

Chapter 8, Code of Iowa 

BACKGROUND 

Nationally, budget cycles tend to parallel legislative session cycles.  The budget cycle used 
by a state tends to correspond to the frequency of the state’s legislative session.  Based on 
information from the National Conference for State Legislatures (NCSL), 30 states meet 
annually and enact annual budgets.  Seven states have biennial legislative sessions and 
biennial budget cycles.  In 13 states, annual legislative sessions are accompanied by biennial 
budget cycles.  Although a total of 20 states technically use a biennial budget cycle, many 
either enact annual appropriations for each year of the biennium or update the biennial 
budget annually.  (See Attachment A) 

Among the 13 states with annual sessions, but biennial budgets, only five have different 
length sessions for each year of the biennium.  They are: 

• Indiana - 61 days and 30 days 

• Nebraska - 90 days and 60 days 

• Virginia - 30 days and 60 days 

• Wisconsin - 105 days and 60 days 

• Wyoming - 40 days and 20 days 
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Of the 30 states with annual sessions and appropriations, six states have similarly different lengths 
of session for the first and second years of the biennium. 

Both budgeting systems appear to work satisfactorily, and no empirical evidence is available to 
support the selection of one method of budgeting over the other.  However, there are generally 
accepted arguments supporting each.  Attachment B is an article published by NCSL on state 
experiences with biennial and annual budgeting. 

Arguments for Annual Budgets 

• Increases the time that legislators and other state officials devote to budget analysis and 
deliberations. 

• Enhances the Legislature’s budget oversight capabilities by providing frequent supervision 
and review of Executive Branch activities. 

• Increases the accuracy of revenue and expenditure estimates and allows quicker 
adjustment to changing conditions. 

• Gives the Legislature greater opportunity to exercise control over federal funds. 

• Reduces the need for supplemental appropriations and special sessions. 

Arguments for Biennial Budgeting 

• Gives the Legislature more time for deliberation and debate of non-budget issues. 

• Allows legislators to concentrate on major policy issues rather than focusing on routine 
budget detail. 

• Gives the Legislature more time, especially during non-budget years, to conduct program 
evaluations and reviews. 

• Enhances stability in state agencies and provides greater opportunity for long-range 
planning, due to less time being spent in budget preparation. 

• Results in lower budget preparation costs. 

CURRENT SITUATION IN IOWA 

Section 8.22, Code of Iowa requires the Governor to recommend annual budgets for Executive 
Branch agencies.  The Governor’s budget has frequently contained recommendations for two fiscal 
years.  The Legislative Fiscal Bureau (LFB) reviewed the Governor’s past budget submissions, and 
since 1989 the Governor has submitted a two-year budget for fiscal years 1991, 1993, 1994, 1995, 
and 1997.  As described below, even though a two-year budget is proposed, the following year the 
Governor’s budget recommendation can significantly change. 

The LFB reviewed both recommendations for each of the five fiscal years when the Governor 
submitted two different budgets for the same fiscal year.  The first budget for each fiscal year was 
submitted 18 months prior to the start of the fiscal year, and the second budget was submitted 6 
months prior to the start of the fiscal year.  An example of this is for Fiscal Year 1997 the Governor 
submitted a budget in January 1995, and submitted another budget for FY 1997 in January 1996.   
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The Attachments C - G show each of the individual years and the changes which occurred.  The 
summary table below shows the least, greatest, and average change for those five fiscal years the 
Governor submitted two budgets for the same year. 
 

Changes in the Governor’s General Fund Budgets 
 For Fiscal Years 1991,1993,1994,1995, & 1997 

 
 

Budget Area 
 Least 

 % Change 
 Greatest  

% Change 
 Average 

% Change 
Resources (0.7)% 8.2%  2.1%
Expenditures (1.4)% 11.5%  2.0%

Appropriation Areas:   
• K-12 School Aid (1.1)% 6.3%  0.8%
• Dept. of Human Services (1.1)% 9.1%  0.6%
• Regents 4.2% 7.5%  3.4%
• Dept. of Corrections 1.6% 13.1%  5.7%
• Dept. of Econ. Development 1.5% 272.4%  27.2%
• Other (4.9)% 18.0%  2.8%

 

Attachment H shows the line item detail for the Governor’s Recommendation for Fiscal Year 1997.  
This illustrates the magnitude of changes the Governor makes in a 12-month period in changing 
budget recommendations.  The Governor changed 82.3% of the individual line item appropriations 
from the January 1995 recommendation to the January 1996 recommendation.  Of the 339 line 
item appropriation recommendations, 12.7% had a change of 10.0% or greater from the January 
1995 recommendation to the January 1996 recommendation.  

The changes could be attributed to: 

• Changes in the amount of anticipated revenue. 

• Changes in budget priorities to meet changing constituent preferences. 

• The Legislature not enacting the first year priorities and reacting to the changed Legislative 
priorities. 

A change in anticipated revenues is due to legislative action, administrative action, or a change in 
variables outside governmental control, such as the economy or a flood.  Presumably, 
administrative and legislative changes could be incorporated into revenue estimates in either a 
biennial or annual budgeting approach.   

Examples of legislative changes include an increase in revenues due to an increase in the sales tax 
or a reduction in the income tax rates.  Since these items would be passed during a legislative 
session, their effect on anticipated revenues would create no special problems with respect to 
biennial budgeting. 

Administrative changes and economic changes, however, may pose additional complications within 
a biennial budgeting framework.  For example, in July 1995, the Department of Revenue and 
Finance used administrative authority to change the withholding tables used for income tax 
collections.  The action had the effect of shifting approximately $30.0 million of income tax 
collections into the future, and was treated by the Revenue Estimating Conference (REC) as a one-
time charge.  Since the REC estimate was exceeded for FY 1996, the administrative adjustment 
had no policy impact.  Under biennial budgeting, however, similar administrative adjustments could 
result in actual revenues falling significantly short of anticipated revenues. 
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Even without administrative or legislative changes, the difficulty associated with estimating 
revenues would be substantially magnified under biennial budgeting.  Under current law, the 
binding revenue estimate for a fiscal year is established in December of the prior fiscal year.  For 
example the FY 1997 appropriations were limited to 99.0% of the December 1995 REC estimate 
for FY 1997.  Thus, even under current law, estimates must look forward 18 months.  A biennial 
budget may require a revenue estimate that would look forward by as much as 30 months, resulting 
in the following challenges: 
 

• The REC estimates would be substantially less accurate.  Under the current system (since 
1990), the binding December estimate has missed the mark by as much as 4.9% (FY 
1992).  In contrast, the largest six month forecasting error over that period was 2.1% (FY 
1996). 

• The impact of revenue shortfalls would be exacerbated.   In FY 1993, the December 
estimate was exceeded by $179.9 million, but that was only after a sales and use tax 
increase of more than $250.0 million.  Under a biennial budgeting system, back-to-back 
years of shortfalls of this magnitude would result in substantial expenditure adjustments in 
agency budgets, or special sessions convened for the purpose of cutting agency budgets 
or raising revenue sources. 

• The estimate could become more conservative.  Any projected revenue decrease would be 
compounded over the two years of the forecast.  This would reduce the likelihood of 
revenue shortfalls, but may also result in less resources being projected as available for 
expenditures or tax reductions than may actually be available. 

Iowa currently adopts a multi-year authorization for school aid to allow more effective planning and 
budgeting for local governments.  In addition, capital appropriations are traditionally made for a 
multi-year period.  However, some areas of the budget might need more frequent review.  The 
rapidly changing needs of information technology (the Executive Branch is in the process of 
creating an agency to coordinate this rapidly changing area) and the potential volatility of Medicaid 
expenditures are just two examples where frequent monitoring is required. 

ALTERNATIVES 

1. Maintain the current practice of annual appropriations. 

2. Change to biennial budgeting and appropriations approach.  This would require changes to the 
Code of Iowa to implement.  The power of the Governor to transfer funds between departments 
may need to be reviewed, if the General Assembly wishes to maintain significant control of 
policy and program direction of the State. 

3. Arizona and Kansas are trying a modified biennial budgeting approach, which Iowa may wish to 
review and consider.   

• Arizona is making appropriations to 88 agencies on a biennial basis (specifying the 
appropriated amount for each year) and making appropriations to the 14 largest state 
agencies (95% of the total appropriations) annually.  This approach is designed to allow for 
increased evaluation and performance review while not relinquishing the advantages of 
annual legislative review of the budgets of major state agencies. 

• Kansas is using this same approach, but on a more limited basis. 
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BUDGET IMPACT 

While some savings may result from having to develop a full budget only once every two years, 
NCSL has found from the experiences of biennial budgeting states that the financial savings are 
likely to be small.  The additional costs of increased oversight and the requisite work required of 
Executive Branch personnel will likely offset much of the savings from reduced budget request 
preparation.  Additionally, the economic and fiscal conditions of the state are likely to have a larger 
impact than the nominal budget cycle on the time and effort consumed in the regular budgeting 
process. 

 
STAFF CONTACT:  Glen Dickinson (Ext. 14616)  Douglas Wulf (Ext. 13250) 
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